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MEMORANDUM FOR: g
MR. DONALD GREGG ; 25X1
Assistant to the Vice President EXEequtlve Secretvary j o

for National-Security Affairs Centiral Intelligence Agency: -
MR. CHARLES HILL THE HONORABLE HARVEY FELDMAN 5
Executive Secretary Washington Representative: to ‘
Department of State U.S. Representative [to the U.N}I"
MR. CHRISTOPHER HICKS MR. |[DENNIS WHITFIELD |
Executive Secretary Office of the U.S. Trade
Department of the Treasury Representative, Winder Bldg.

‘ )

COLONEL R. J. AFFOURTIT MS. [TERESA COLLINS | |
Executive Secretary Chief, Secretariat Staff @ :
Department of Defense Exe¢utive Secretariat |

U.S{ Information Agendy
MS. HELEN ROBBINS

: | |

Executive Assistant to the BRIGADIER GENERAL GEORGE JOULWAN||

Secretary Executive Assisﬁant tq the i
Department of Commerce Chairman )

Joint Chiefs of Staff ;

DR. ALTON KEEL | ‘

Associate Director for National '
Security Affairs

Office of Management and Budget

SUBJECT: Issue Papers for NSC Meeting, August 28 Cc)

Attached for your information are issue papers drafted by the
Departments of State and Treasury, respectively, for discussion
at the NSC meeting on IMF membership for Poland, to be held at
11:00 a. m., on Tuesday, August 28, 1984, in the Cabinet Room.

(S) : RSN N e |1

w1

Robert M. Kimmitt
Executive Secretary

Attachments

|

e i
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ISSUE PAPER ON PO

LAND

BACKGROUND

U.S. Policy Towards Poland: The U.S.,
Allies, set
martial law
authorities

prisoners,

in December 1981 in order t
to end martial law, releas

and the main components of Polish socxety.
the President laid out hls step-by-step appr

1982 speech,

to relations with the Polish Government:
liberalizing measures,

will take equally significant and concriete actions of ourn

Government introduces meaningful,
own."

Pursuant to this policy, in Octobe
resume Paris Club talks on Polish debt
allow discussions on fishing cooperati
the U.S. granted a Polish reguest for
agreed that Poland could resume harves
exclusive economic zone. These steps
the release of the vast majority of po
under detention in Poland together wit
martial law, the successful visit of t
1983, and a December 1983 appeal from
sanctions be eased.

August 3 White House Statement:
1984 amnesty declaration in Poland,
on August 3 that the President had

“aut

and restore a genuine dialogue between the regq

| ‘
In response to the July
the White House annou

in cooperation wit

o persuade the Pol
all political

In a December

“I1f the Polish

1983 we decided t
rescheduling and ¢
n and in January 1
8 charter flights
ing fish in the U.
ere taken in respd
itical pr1soners t

the formal ‘end tc
e Pope to Paland i
ech Walesa that oy

horized the 1liftin

bl

kY tl

s
¥

t
oo
! i

h its

sanctions against Poland after the imposition of

ish

ime
10,
oach -

we

4
o
o
oB4
and
S.

nse to
hen
y
n June
r

21,
nced
\g of

the ban on landing rights for regularly scheduled flightg of

the Polish state airline LOT, subject t
civil aviation relationship, and the £y
scientific exchanges between the U.S. a
addition, the White House statement sai

"has indicated that complete and reason

o regularization d

11 reectaklichnment

nd Poland." 1In
d that the Preside
able implementatig

yf our
of

ant
n of

the amnesty decision will create a positive atmosphere that

would allow the reactivation of Poland’
membership in the International Monetar
“the U.S8. would of course consider any
merits, including Poland's willingness
obligations of IMF membership.”
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mpnmznnnou OF THE PRESIDENT'S DECI

)
}
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SIONS

General Implementation: In carrying a
decision, we have briefed our Allies i
NATO. We informed the Vatican, given
interest in Poland. We of course also
Government in Washington and in Warsaw

Reaction to the President's decisi
3 has been generally positive. Our Al
the amnesty is a significant step, hav
Vatican, which in May. gave us a note a
elimination of sanctions, is pleased.
that as a Pole the decision makes hinm
the language about IMF in the Presiden
a representative group of Polish Ameri

luncheon drew a prolonged round of applause.

Polish American Congress has advocated
drop its opposition to Poland’'s member
prominent political prisoners, the KOR
Seven, were released. On the other ha
to favor a cautious response, argquing
stay in place until trade union right
Pomost, a group largely composed of «x
also opposes relaxation of sanctions.

Implementation of Air and Science Dec

isions to Dateﬁ

ut the Pre51dent 8
n Washington as well as
the Pope's special

informed the Polish

. {
'

on made public on
lies, who all agr
e been supportive
sking for the gra
Lech Walesa has
happy. Reiterati
t's August 17 renm
cans at a White H
The mains
for months that
ship in the IMF i
Four and the Sol
nd, the AFL-CIO c
that all sanction
are fully restor
cent emigres from

eleven
darity
ntinues
should
d . l X
Poland,

eleven-page Polish diplomatic note, de
16, characterized the President's deci
lengthy, familiar argumentation about
nature of our sanctions policy. The F
willingness to enter into discussions
science exchanges, but without precond
initialed but did not sign a new scier
agreement in October 1981; negotiation
somewhat modified version should pose
Discussion of a new civil aviation agr
contentious. We have told the Poles ¢
arbitration claim against the U.S. und
U.S.-Poland aviation agreement before
agreement.
do this.

diplomatic channels.
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livered to us on
sions as positive
the unjust and i1
olish note expres
on civil aviation
itions. Both sid
ce and technology e
s on that text or |a
no major obstacles.
eement will be more

hat they must drop their.
er the now expired '
we will sign a new

It is unlikely that the Poles will readily agree to
Dates for discussion of these subjects will be set in

-
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Implementation of the IMF Decision:

t

The prisoner-releas

of the amnesty was scheduled to end within thlrty days o
announcement of annesty and the question now is whether
been carried out in a reasonable and complete fashion, a

President specified it must before we

ould in effect 1i

opposition to IMF consideration of Poland's membersh:p i

Fund.

Under the provisions of the amnest
parliament on July 21, 1984, 35,000 pr
released from prison, including the 65
by the government to have been convict
suspected of political crimes. Any am
convicted before December 31, 1986 of
one covered by the amnesty faces possi
original sentence or charges. Undergr
may be spared formal punishment if the
the authorities before the end of 1984
confession, and hand over any material
the underground.

Warsaw undoubtedly will soon claim
prisoners acknowledged by the GOP have
Embassy in Warsaw, in close contact wi
that maintains rosters of political pr
should not be referred to publicly), w
confirm that the 652 prisoners are in
the leading activists (the so-called S
Four) have been released, and there ha
rearrests or blatant harassment of rel
prisoners. One member of the Solidari
as well as another prominent activist,

passed by the Po
soners were to be
prisoners acknow
d of, indicted fo
estied prisoner
crime similar to
le reimposition o
und Solidarity ac
turn themselves
sign a detailed
or equipment use

that all 652 poli
been released. O
h the Church comm
soners (this cont
11 then attempt ¢t
act out. To date
lidarity Seven an
e been no reports
ased political

y Seven, Jan Rule
|Wladyslaw Frasyni

have been reprxmanded by the authorities for addressing

gatherings in a manner which could pot
order but neither has been incarcerate
police have watched closely but not in
at churches to welcome the released po

Two underground activists arrested
Piotr Mierzejewski, have been-accused
explicitly excluded from the amnesty,
formally indicted. It remains possibl
will reduce the charges to an infracti
terms of the amnesty.

Next Steps: Once we have determined t
has been completely and reasonably imp
inform our Alliés, the Polish Governme
public that the positive atmosphere ha
allow reactivation of Poland’s applica
A draft press statement along these 1li
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DRAFT ANNOUNCEMENT

In accordance with the White House announcment of Augyst 3,
the President has determined that implementation of the release
of political prisoners in Poland has created a positive !
atmosphere that will allow the reactivation of Poland's ‘
application for membership in the International Monetary Kupnd.
As announced on August 3, the U.S. will |consider any final
application on its merits, including Poland’'s willingness |tp
fulfill the obligations of IMF membershilp. -
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Treasury Background Paper
on
Poland and the IMF

Poland was an original member of the International Monetary
Fund (IMF) and the World Bank (IBRD) but withdrew from the|institu-
tions in 1950 rather than provide economic and finang¢ial data in '
- support of its application for an IBRD loan. At the ‘time, |Poland i
charged that the institutions were American-dominated and serv- |
ing U.S. international interests. A new application for membership ]
was submitted in November 1981 and some preliminary discusgions
with IMF staff were held, but the discussions were effectiyely put
on hold following the imposition of martial law. ’
| .
Following the announcement by the P$lish government of its

amnesty decision, the President's statement of August 3, 1984
stated that:
t
complete and reasonable implementation of the amnesty
will create a positive atmosphere that would allow rer |
activation of Poland's application for membership in |
the IMF. The U.S. would, of course, consider any ‘
final application on its merits, in¢luding Poland's P
7

willingness to fulfill the obligations of IMF
membership.

This paper provides background on the procedures that|the
IMF would follow in processing Poland's application once the Fund
is informed that the application could be reactivated. The paper -
also addresses some of the issues that might arise in conngction }
with the application. - ‘

Membership Procedures

The IMF has established a series of procedural steps in con-
sidering all applications for membership, These include: Co

—- submission of a written request| for membership . ;;
(Poland's 1981 application is still on the table) o

~- formation of an IMF technical team to collect the
necessary economic data (including national income,
exports and imports, official reserves, balance off
payments, exchange rate and financial arrangements},
review the country's economic pplicies, and to cal-
culate a quota and the terms of payment of the qupta

subscription;. .

-~ formation of a "membership committee® of the
Executive Board, composed of S5-8 Executive

CONFIDENTIAL ’DECLASSIFY: OADR
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Directors, to consider the appl
recommendation to the full Exec

preparation of a membership rep
Board containing the proposed t
which the country has agreed to

submission of a membership reso
Board of Governors which must b
percent majority vote (the U.S.
of the total IMF voting power) ;

completion of the necessary leg
to allow it to fulfill the obli
and make the quota subscription

|

!

!

i

i
cation and make a
tive Board;

rt for the Execut
rms and condition
accept;

ution to the IMF

approved by a 50
has about 20 perc
and

1l steps by the co
ations of members

ive

untry .
hip

In 1981, it was expected that the application process| for
Poland might take 8 to 9 months to complete. However, it jis
likely that a somewhat slower pace may be required this timd and
that the membership process could take about one Year because:
-~ the IMF technical team on Poland has been
dissolved and assigned to other!countries.
A new team will have to be assembled with f
technicians who were not involved in the ]

earlier effort;

IMF staff indicate that a techn

not depart for Warsaw until Octg

September Fund/Bank meeting and
and

lcal team could
pber due to the
other commitments

there has been very little IMF contact with the - I
Poles for the past two years, and the process of o |
collecting data and assessing economic policies ’:
would essentially have to start | over, possibly with

Polish officials that are less reform oriented and
technically competent, -

The attached table sets forth a possible schedule for|the | |
membership application process. ‘ .

Possible Issues Concerning Poland's Appl%cation | (

; | _
It is difficult to anticipate the particular problems|that
might surface during the application process. Based on past
experience, including the 1981/82 IMF discussions with Poland,
the following issues may arise.

are quite comprehensive, and timely and complete information is .

CONFIDENTIAL

a) Data. As noted above, the IMF's data requirements col! ,
i

-
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critical {n assessing the applicant's economic policies and

determining the appropriate quota. In the past, the Poles have
been very vague regarding their current and prospective pollicies-
and have lacked basic data which the IMF would require. Fafilure

to provide comprehensive and timely information could pose a
problem in terms of Poland's ability to f
obligation.

1fi11 its membership

b) IMP obligations. The IMF requires that a country

agree formally to fulfill all membership obligations, These
include:

== pursuing policiets that will promote orderly

economic and financial conditions and avoiding .

manipulating exchange rates or its balance of
payments to obtain an unfair competitive advantage;

-= permitting its currency to be used in IMF operations

by agreeing to convert IMF holdings of its currency

into hard currency when it is in |a relatively strong

balance of payments and reserve position;

-~ obtaining prior IMF approval before the member may
impose or intensify payments restriction and/or
engage in discriminatory currency| arrangements; and

—= providing any information which the IMF
deems necessary for its activitie .

It could prove difficult for Poland to acc pt fully these
obligations in light of its denunication of the IMF at the tfk
of the 1950 withdrawal (the Fund may insist on a repudiation

me
of

that statement) and questions about Poland's control over its

economic policies. Moreover, the failure éf Poland to meet |
financial commitments to official creditors could also raise
questions about its ability to fulfill IMF obligations.

ts

€) Quota size. Negotiations on the size of a new member's.
quota are usually difficult, because of the importance of quotas
in determining the amount of access to IMF financing, the share of

any SDR allocation, and voting power. Preliminary estimates

made in 1981 indicated a quota in the range of SDR 750 million (about

$765 million at current exchange rates). The Poles are likel

b 4

to press for a larger quota although subsequent econohnic develop-

ments could, in fact, point to a lower figure.

d) Quota subscription. The IMF Articles of Agreemen
provide that a portion (about 25 percent) of the guota subscr]
tion be paid in reserve assets. The Poles may have difficuld
getting enough hard currencies (about $190 million) to make t
payment, although it is certainly possible that commercial ba

t
ip—
Y
he
nks

CONFIDENTIAL
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would be willing to provide financing on a|short-term basis.| (The
hard currency quota subscription could be jmmediately reclaimed
by the Poles). ? !
! |
e) Representation. The Poles wpuld initially havep to !
join an existing IMF constituency in order|to be represented on - i
the IMF Executive Board. (The Romanians are represented by the S .”
butch and the Hungarians by the Belgians.)| However, membership ‘
in these groups could alter the voting power in the constitupncy
and affect the ability of the Dutch and Belgians to elect the
Executive Director. It is not clear what other member would be
willing to represent Poland. Subsequently, the Poles, Romanians
and Hungarians (and possibly Yugoslavia) might attempt to form
their own constituency and elect an Executive Director, an event ‘
that could upset the present balance in the Executive Board jand o
create an Eastern European “"bloc” with tropblesome implicatipns :
for the IMF.

IMF Financing | | o |

Upon payment of its quota subscription, Poland could as ,
indicated above, immediately withdraw its hard currency porixon ' 1
although this would not provide any net new financing. Beyand
that, the completion of the membership process would not mean any
immediate IMF credit to Poland. Trad1t1ona11y, the IMF has gresisted
prov1d1ng financxng to a new member for at<1east six months [tollow- 1
ing membership in order to be sure that ‘the country is fulfillling ~+jg
the obligations of membership and to allow the new member time to |
develop experience with the IMF's operation and lending require- ;
ments. Moreover, any substantial IMF financing for Poland would
require the negotiation and implementation of a major adjustment - S
program to deal with the country's deep selated economic problems, o
It would likely take six months to a year following membership to
negotiate and obtain approval for such an IMF adjustment praggram.

Under the IMF legislation enacted in 1983, the Secretarly of
the Treasury is required to certify and document in writing |upon
request and notify and appear, if requested, before Congress '
that certain criteria have been satisfied before the U.S. sypports !
IMF financing for a communist d1ctatorsh1p. The Secretary nmust o
determine, inter alia, that the IMF financing would provide [a basis ol
for correcting the country's balance of payments problem; reduce f Lo
the severe constraints on labor and capital mobility or other f D
highly inefficient labor and capltal supply rxgld1t1es and ad-
vances market-oriented forces in the countty, and is in the |best
interest of the majority of the people in the country. The imple-
mentation of this :legislative requirement for Poland coudd pose
serious problems.

e YU
- i
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Relationship with IBRD (World Bank)

On joining the IMF, Poland would also
membership in the IBRD.
would depend, inter-alia, on a calculation
GNP in U.S. dollar terms and on Poland's w
its economy. Should Poland be found eligi
additional domestic political issues in th
would seriously erode Congressional suppor

tions, particularly the IBRD which has come in for extremely

sharp Congressional criticism in recent mo

Paris Club

Poland's outstanding.debt totals $27
this amount is due this year including $11
from 1981-1984. In March, the Paris Club
the Poles accepted, a payments schedule ta
arrearages under the 1981 rescheduling agr
were a precondition to rescheduling the ré

Currently, there is an impasse in the
Polish payments under the 1981 agreement.
disagreement regarding two issues: the cu
the initial Polish payment and whether the
owed to the U.S. ($35 million, including 1
paid in full prior to the start of negotia
debts. The Paris Club creditors are willi
cutof f date but have insisted that the U.S

Recommendation

The IMF does not intend to proceged ur
U.S. signal that the conditions in the Pre

Eligibility for borrowing from the

become e11g1b1e f

of Poland's per g
illingness to libe
ble, this would ra
e United States, a
t for these .instit

nths.

billion; $17 billi
billion in arrear
creditors proposed
clear up outstand
reement. These pay
mainder of the arn

tions on Poland's
ng to be flexible
. be paid in full]

til it receives a
sident's August 3

ment have been satisfied. Once these con
determination has been made that the amne
and reasonably implemented,

(1) State and Treasury will coordinate the preparation

and release of a public statemen

tation of the Polish amnesty which would be release
following the consultations outlined below;

(2)

(3)
that:

CONFIDENTIAL |
|
|

-

the following |steps should be t:

The Secretary of State will inform our Allies, the
vatican, and the Polish Government of our decision
that the conditions for reactivation of Poland's
application for IMF membership have been met;

The Secretary of the Treasury will inform the IMF

on the implemen-

or
IBRD
apita
ralize
ise

nd

u=~

on of
ages

, and
ihg
ments
earages.

Paris Club regarding the
The impasse is duye to a
toff date for computing
non-rescheduled amounts
ate interest) shoyld be

1982~-84
on the

clear
state~

itions are met and a
ty has been completely
aken:
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_6_ |
(a) The U.S. considers that the conditions for
reactivating the Polish membership application

have been met;

(b) We would expect the IMF to follow the normal
application procedures that |apply to any country
seeking membership; and o

i
1

(c) The United States will consider the final applica-
tion on its merits, including Poland's ability and
willingness to fulfill the dbligations of membership.

C

Cleared by:
Stat?/EB:EIinor Constable
State/EUR:Richard Burt

e W
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